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I. INTRODUCTION 


This choice of subject was made becauce many 
of the governmental expenses can be handled and controlled 
ir: the sane manner as overhead, and at the higher levels 
at least, are subjected to controls by Congress and the 
Bureau of the Jludget. One of the measurements of efficiency 
of supervisors at all levels is the performance within 
budgetary limitations. Commercial enterprise has found 
that success or failure frequently is dependent on the 
proper control of overhead expenses. “hese expenses can 
be controlled to the extent that the end results are 
Obtained at a minimum cost by efficient manarenent. The 
Gesired end resultsof course are another matter; but 
whatever the goal, it should be attained at an economical 
cost. 

It is feli that cormercial ,ractice regarding 
Overhead expenses should be investigated because practically 
all such prectices can be avnlied to sovernmental erpenses, 
One of the methods of control is the use of a budget, 
Which 1s gaining wider acceptance. The Comptroller quite 
frequently is in charge of the budget or furnishes a 
high proportion of information used in its preparation, 


and furnishes reports of performance which show budret 


costs anc actual costs, 
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-are as varied as there are situations, 
:ooks and articles being published 
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ig, DYSCRICTION oF OvEReAL 


Overhead includes tose e penses or costs of 
doing business which cannot be identified directly with 
a@ unit product of the busi.ess. It is toe indirect 
expense as contrasted to the cirect costs. As a reneral 
rule, such exponses can be si:own as: 

{a.) Indirect production costs 
(b.) Distribution expense 
(c.) Administrative expense 

A manufactirins concern nornally wuld have 
exoenses in all three caterories. In the process of 
manufacture, much of the labor aid material costs can 
be identified directly wlth the product; and are shown 
as charges to direct labor and direct material. ‘To 
these costs are added the indirect costs, the overhead, 
to arrive at the total manufecturine cost, avd Lilawise 
the net cost per unit. These overhead costs are hnown 
as the indirect shop expense; and they include the indirect 
labor and the indirect material expended by the sop, plus 
other services wiich can .6 identified directly with the 
gsnog but not the product (arsyuming that there is more 
than one product). These indirect costs include super- 
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ont 
fision, handling, utilities, stationery, and tre lie. 
They may include some direct material costs wi ich are 
$0 small that it is not worthwiile to include them as 


Girect material. There are othv-r costs of manufacture 





Which cannot or should not be identified svecificelly 
with any one sop or process, but which nevertheless 

are a cost of manufacture and must be calculated. These 
include real estate taxes, depreciation, insurance, and 
so forth. 

The forersoing is a seneral descrintion because 
it is possible to identify costs in a much closer manner. 
Utilities, for instance, can be metered at each machine, 
and accordingly much depends on the values involved and 
on the desires of manacenent recardinse breeldowns of 
costs. These oxpenses are variously ! nown as Factory 
Overhead, Burden, Shor Expense, and Loadin . The types 
of expenses noted above aré but a fewof those to be 
taken into account. 

Distribution expenses include those exnenses 
whiec> have to do with marketin: the product-=elline 
Expense, Advertisins Expense, and so forth. A distributor 
or retail outlet w'll have few expenses which woulc be 
worthwhile to identify with any one item, though there 
are times wien such information is Gesired. The same 
idea applies to these costs as to tose of a manufacturing 


business, 
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Practically all businesses have ;eneral 



























eaduinistrative expenses and financial expenses not 
included in the previous two caterories, but which 
are necessary to the o eration, One of the purposes of 


accounting ia to eollect these costs and assicn them in 





a menner calculuted ito -ive effect to the costes of business 
at the level desired bv mana-erent. Ina very s7all 
business, the owner mir ht be interested only in the grouping 
of all costs and expense”, woeroas, on tie other hand, a 
large business might want «11 costs definitely identified 
and prorated to a fins dGvree. La.or and naterial costs 
identified directly to te product sre direct costs. 

Por the purposes of this paper, al) other costes are 
Overhead, 

The importance if overhead is best illustrated 
by the markup in retail stores, ard ‘is the ratio of 
indirect changes to direct lator costs in a factory. 
Prequently the overhead exceeds the cost of tre iten. 

One hundred percent markup, for instance, mekes the 
Selling price two timers cost orice; this fact coupled with 
the fact that the percenta'e of profit is ea s»vall one 
leads to the conclusion that a slirht rise could wipe out 
the profit. This, of course, coes very from 'usiness to 
businese. Faterlal costs sn be kept at a low level by 
good buying preetice, anu varpri«u, waste and spoila e, can 
be cortrolled mort earztty tien overhead because the forner 


is more or less fixed. A varyine overhead can turn a 
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ofit into a loss--the marvin is so close that e large 







vont store considers that its profits 





me from discounts earned vy prompt payment of invoices. 
t is necessary to recornize the isportance of vic control 
f overhead expenses, because if uncontrolled, they can 


» discovered too late to avcjust. 
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Ill. POROCTHOn: CP THE CORP TIOLL® 


The Comptroller (or Controller) is variously 













Gescribed, and his position itn the orranization varies 
with the company. Pro -abiv the most descriptive phrase 
i= 

is “the firure man of manecenent.” The title ow the 
position is not too important, the point that is important 
4s that an ef?fiSient manacement needs and makes use of 
Peports based on firures and t-e interpretation of that 
data, Responsibility may be vested in one man or several 
men, or in one cepartment ocr several departments. The 
“peport- “aight be accounting reports, performance reports 
aye comparative reports, The collection, preparation, 
analysis, and submission of such data along with recormen- 
dations for improvement 12 a necessary functlon. cuxpenges 


should be Kept at a ninion: consistent with req:irements, 


effictency should be at the hirheat level. 
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IV. NATUIE OF A BUDUNT 


One of the methocs of control of overheud is a 
buaget. Venerally this recuires a forecast of the future 
covering the veriod of the budget. ne demana, condition 
of the marxet, sales goals, production goals, cost esti- 
mates, and so forth are submitted to sanagement, vith 
respect to overhead, uoproved expense buazets «are released, 
in che govermne it, appropriations of money ore m Ge to 
cover the budget estimates, In commercial vractice, the 


same orincivle applies. 


"A buaget is a forecast, in detail, of the results 

of an officially recognized program of operations based 
on the highest reasonable expectation vf operwting 
efficiency." 


"The chief accounting officer...{the controller) 
is the logical official to be piacei in charge of 
the buuget p*oceaure, the reasons for ctnis selection 
may be stated as follows: 
1. His purview extends .o all functions of 
the business, 
<e Since ke is primarily a staff officer, 
he is detached from functional resynonsivility 
and therefore he is best able to maintain a 
neutral, unprejudiced, and unbivsed attituce, 
«. Budgets are based largely on past experience. 
One of the chief tasks of tne con-trolier is to 
collect, analyze, anu interpret uata relative 
to past wer: ormwance and to trarslete this 








lBartizal, Jonun ", Budget Princivles and 
Procedure, (New York: Prenticeehall Inc., 1/40) 
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information into useful signals for the future. 

&@, The controller is, or at leust D> the nature 

of fig training and experience shoula be, ‘ne 

pest analyst in the company. 

5. ge is in a position to translate pro osed 

plans into treir efiect uvon operating results 

and financial position. 

In (some organizations) an official may be 
designated to aevote his entire tiwe to bud.eting. 
Such an official should wenerslly be under the juris- 
diction of the controiler., such officisis are some~ 
times desiynatec as assistants to the resicent 
and wade directly responsible to tne presiaent. 

While tne pianning procedure should logically be 

in charge of the controller, this should be the case 
only when the co) .roller is alert to his rull 
opportunities and responsibilities, if he is not, 
sun,eone eise must oe selecte.." 


"Snecificaliy, the duties of the controller in 
relation to budgeting may be stated «es follows: 

1. #repare ali necessary torms, schedules, and 

manuals of instruction necessary for carrying 

forth the budgeting procedure. This should 

cover all »vrocecure relating to prell inary 

suggestions, review, revision, adootion, and 

transmittal. 

2. Supply all executives, major and minor, 

with such analysis of past operations as sa) 

be useful in cetermirning future plans and 

assist in the interpretu’'.ion of these Gata, 

So. Translate p:oposed policies and plans 

into their detailea re ulrements anc their 

probable e::ect upon operetin, resul s und 

financial condition. 

4. heceive orelisinary estimates, transmi: 

triem throvigi: the proper crennmels Vor revlew 

and revision, ano transmit inal pians to 

triose concerneés. 

Oo. neep wil executives infctrmes es :o “he 
execution of the budyet. aAntliyze the verlances 
between the budzetea und acrual reSuits anu, 
in 380 far 4s possibie, in-erp:et these vaijiances 

in relation to cause and ef ect. 
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lieckert, J. Brooxnxs, Business Sudpeting and 
Control (New Yorn: honala Press Cotioany, 1y46) od. el-éed 
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6. Initiate prompt revision of the budget, 

as circuystances require, in oraer O qa itadin 

a coordinated pro yr om, 

To perform these duties eflicienti , fe 
controller must be an accurate analyst and a 
sympathetic counselor," 

At this point it mignt be well to -oint 

out thet another Meti.od of control is in the field of 
otundura Costs, “uch costs are based on an estimnte 

of the potential costs (not tre iae.l costs) nrojected 
into a future period, It covers ali costs, including 
Ovyerhesd; but its use is mhin.§ in the field of unit 
costs of oroduction, Various attempts are being mace 

to apply the genersl idea of stand»rd costs to Distribu- 
tion Costs, One of the ditficul ies in such apllicstion 
is the fact thut these costs are much more variscble than 
production costs, It is true thit they can be rneid 

at a set iimit by decree, nut in thii event there is 


little relati n between the outlay and the results; for 


instance, advertising bud,zets can oe limites whereas 





a gre ter outlay «si,ht produce a much greater sales 


Volume. Sueh costs are more intanyible than production 





Lipg@, p, 23 
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costs, oarticulariy in relation ‘'o unit product, 

Com etition eould force a complete crange. 

Resvonsibility for the budget lies with 

top management, +he comptroller is the coordinator, ana 
as such he must be most careful -o remain impersonal and 
present :aeus fairly. Coordination shoulu include 
agreement between tue com trolier as the man in charge 

of the budget, ana others whose Cdeaiiauieale inaireetly affect 
the primary operation, 

"Sales ana expense budpet (resulting, in the 
profit-and-loss budget), cast end canital-outlay 
budgets are tne four principal divisions of 
industrial buagetary control, each of #shich is 
incomplete without the other three," 

Overheaa control is founc primarily in the 
various expense bua,ets, Bud;ets sre a mens of 
Sali ovine performance. by the >rocess o: setting up 
@ pian for future operations, using as the basis an 
6stimate of practical qereting, efficiency, impro:ed 
performance becomes the gotl., The first plwee to look in 


preparing an exoense budyet is last perioc per! ormunce, wiat were 





1 autenstrauch and Villers, haymona, Buugetary 
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a3ke 
the conditions, and what were the costs? Does anv 
improvement surrest itself? The next point is to fore-~ 
east the future conditions. The expense budret should 


be set up so as to be useful under several concitions, 





because production and salcs will usually vary. Expense 
per item should normally be lover as the rate of produce 
tion becomes hiphers On the other hand, competition 
mirht force greater advertising outlays. ‘The point is 
that the forecasted exnendituves can be in error and 
provision should be made to leave an alternate course 
available if needed. 

The bud et for a production shop considers 
two features--the total overheac expense under sects of 
various conditions and the volume of production to be 
maintained. In other words, the total expense is stated 
in terms of its proportionment to the units producec. 
There are two types of overhead expenses in the sho a, 
The first includes the indirect charges directly related 
to the shor and so identified, the second includes the 
various charges not identified with the sho; ut which 
@re proportioned among the shops on the basis of estimates. 
This latter type includes the pro;-ortioned share o* 


service department ex,enses. There are many ways of 





‘“Gontrol (New York: Funk and Warnalls) 1950 
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stributing such shares of expenses. ‘eat niciit be on 





basis of shop space, industrial relations on the 

eis of the number of evployees, electricity on the 
basis of meters measurine the actual emount used, but 
both types are included in the one total wich is applied 
to the units of production included in the costs of menue 
facture, Yast experience should indicate the best method 
of applring those costs to ‘he products. Tnere are 
several methods of application--the ratio of the costs 
to the costs of clirect material or to uirect labor, 
and to direct labor hours or to machine time--the use of 
wiich is derendent ail which *s5 the most svitable for 
the particular shop, There are many considerations which 


will effect tie final choice. 





Past experie ce should indicate the costs 
in many instances to be included in the bud-et. Thege 
past costs will be interpreted in the light of chanred 
production schedules, newer machinery, proposed inprove- 
ments, and the like, 

Fin@lly, the bud~et should be prepared so as 
to reflect the var’ous levels of procuction., At lower 
Severs, the fixed erd semi-fixea overhead exrenses tend 
to be “ore ivportant in the total costs, while the 


. varpiavle eApernses tend to inerease in proportion to the 


volume of production. The budget serves another rurpose 


in that it is possible to indicate the savines t> be had 
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by the replacement of equip ent ana facilities caining 
the benefits of technolorical improvements when the 
volume of production reecnes a point where the sur ested 
chance would be profitable, 

In a producins sito:, the overhead expense” should 
Be set so as to have t»e data suitable for ach of the 
possible levels of production. ‘The classifications of 
production expenses must ve seasured in terms of the 
volume of the various items produced. irevious experience 
should indicate the ft-ed overhead firure after considering 
any basic chanres such as new equipment, major overhauls, 
and so forth. Maintenance cost: ana supervisory costs 
generally should be related to previous experience, however 
they do not necessarily follow tre pattern of vroduction, 
Mainte; ance costs have little relation to production 
Other than the wear and tear occasioned by the production 
process. Supervisor: costs have more relation to the 
number of employees, ut the fl-ure is not necessarily 
eonstant in that a foreman can suporvise a varia le 
number of men up to a point where it becones advisable 
to add an extra cane. Light and power should follor the 
production pattern, while teat depends on the weather-- 
the former can be controlled wile the latter is dependent 
on outside forces althourh it can be estinalte. over a year 
and applied monthly. 


An expense bud» et is on}iy a part of the whole 
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budget, and is dependent on other rarts of the hLudret. 

The business should adopt te whole Sudret progpraz if 
@pplicable. ine startin~e point in the bud, 6t protren 

is the forecast and the sdovtion of a set coal by “senage~ 
ment. The forecast and en 1 Ireludes the anticipated 
sa@les deta, at set quantities anu values, “ince the 

price most often has a bearing on the volume, the schedule 
should indicate the several possibilities in order that 
manacement will have t'ose facts available for cuidance 

in its decision, 

In light of the potential volume of sales, 
m@nacement coordinates the survi ys of the production 
facilities, the inventory, and the ecsrengser which must 
be met durinc the period in question. There titers of 
@xpense such as depreciation and insurance, taxes and 
interest cherces which must be net rerardless of the 
“vOlune of pusines<. Yolume might be so low tiat manace= 
ment mirht decide to sublet a portion of tre proJuction 
er a decision mieht, be made aithar to seek new lines of 
production or to expand facilities, 

The production budget is prepared in lisht 
of the proposed volume or inventory accumulaet ons. 
Costs are accumulated for production at the proposed 
level. The service departients likewise accumulate their 
costs of operation to neet that level of production. And 
Administrative overhead costs are calculated for inclusion 


in the totals. Mana;oxent then deternrines tne prorras 
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for the ensuing period. Fron the cost schedules wiich 
have been subttitted, approved budsrets are released to 
the various cepartments and to the sections witch are 
concerned, 

The Controller has a .reat interest in the 
proceedings as they have -one alon . ‘he accounting 
records were the source of a larre proportion of the 
historical record of costs which served as a basis of 
estimating the future costs. Records of depreciation, 
taxes, insvrence, and the like were made available in 
the necessary and desired fora, Cost accountin, records 
for proposed items or similar items to be produced are 
mace availalle for use in computation of future probable 
costs. Tne economic situation, the rates for lator, 
machine costs, -uillding cocts, interest rates, and a 
host of similer items are all considered and noteé in 
@opropriate information scheciles to serve as 2a wide to 
the var'ous cepartments in the preparation of their 
budget estinates. A revresentative of the buaret section 
6hould be available to the other departments to furnish 
any information necessary and to advise as r quested, 

The Controller and his renvresentatives represent the 
manarement and should know any and all pertinent policies, 
It should be nointed out that much of the budeet represen~ 
tative's success depends on his selling hinself and the 
tudget program to the individuals in the arious depart- 


ments. He must gain their cooperat:on and in turn he must 
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id difficulties will be reflected in the presentation 


to the top manarement. 
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"The adoption of a budret should never result 
in standarcization to the point where appro riate 
adjustments and changes are not pussicle. Industry 
is always in a state of flux in the sense that new 
methods and means of operation in procuction and 
marketing are frecuently develoned ard adopted dvrin-e 
the year, and anv commen *n anv civen industry should 
adapt itself to new conditions as they appeur, and 
adjust its bvdget accordingly." 





It follows that the wvudret should be kept up- 
to-date and it should reflect the current conditions of 
doing business. «7 beings responsive to the current condi- 
tions, the bud et becomes an instrument of control. As 
an instrument of control, the costs of goins busiress must 
be kept current and must e reported promptly to those in 
a positionof control for comparison with the vrevious 
estimates. t should be recornized that the budret is a 
forecast and an estimate, and that estimatcs beins what 
they are, are subject to error. However, a sicnificant 
Gifference between the esti ated cost ena the actual cost 
should always be investirsted and explained, and if the 
explanation is not adecuate, the situation causins the 
Gifference should be corrected. Near the close of this 
paper, the effects of a budret on people is discussed. If 
the people do not go alons with the principle of budreting, 
they are apt to alibi any and all differences rather than 


to recognize the cause. 





lrautenstrauch, Walter and Villers, Reymond, op. cit. 
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The budret data and the actual exnense data 
Should be furnished to the lowest level of supse~vision 
in a form suitable for use at that level ana directed 
toward the interests of that level. Top mana:enent 
should be furnished datacovering the total costs in 
relation to the bud eted costs broken down to the levels 
directly under their supervision, Departnent heads wuld 
be interested in the cost conyparlsons of the levels under 
thelr supervision. The man in charge of the sho, is 
interested in the comparison of the costs in his shop, 
while the foreman is interested in the comparison of the 
costs in his area of work. Since a budret is a plan of 
operations, efforts should be directed toward living 
within the plan, The possibilities for control will vary 
at each of the levels of supervision. The foreran will 
do his work under standard costs, but he will Se in a 
position to cut down on miscellaneous expenses or on 


requests to service cepartments, 
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One of tie troubles with a budret is that tiose 















who must live with it and ake their plans in ac: oruance 
with its provisions renerally have Little knowledre of 
budretary application. 

The School of Susiness and Public Administration - 
of Cornell University prevsared for Controller Foundation, 
Inc. a study of The Impact of sudgets on Peovle. It is 
an interesting study of the effects of a budget, which 
is a technique of plannins and control of the complex 
operations of today's business corporation, and which 
@pparently has been underestimated, ‘he study males 

_ the point that controls will work onl. wien the people 
make them work. "The averace controller would not have 
reached his prosent status as part of the manarcemen 


tean, if he had not possessed ea far greater decree of 





salesmanship and insisht into human relations than the 
@verare employee in the accountins phase of corporate 
management." One of the purposes of the study was to 


" 


- give manarement an answer (0 the question "--how to ain 


acceptance--real acceptance of stondards and coals," 





To this end, the study first soupht to Airncover 
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Ou 
what the various peéople concerned think of budrets. The 
budret man sees a bucret as improvinr perfornance, insti-~- 
tuting improvements Quickly, putting pressure on factory 
supervisions, and -ivins= the factory personnel a soal to 
reach. ‘he factory supervisor sees the budget as a sy” vol 
of pressure which will be feared or resented, which in 
turn could lead +t. decreased production, fe conceals a 
budret from his workers. 

The budcet man seers to feel that the solution 
liee in “educatin« or trainin: factory people in the 
appreciation and »~se of Lud) ets." The factory man on 
the other nand feels that his point of view ia not fully 
appreciated because the budret nan has had no teste of 
factory problems and hasno idee of what really roes on, 

The study revesled et least three hichly 
sicnificant problems 
"Zl. The problem of pressure 


2. Suceess for budret supervisors yeangs 
failure for factory supervisors 


3. The problem of department-centered super~ 
visors" 


People resent having to work under pressure, and 
Since the buccet is viewed b: the worker ag an instrunent 
of pressure, they resent the budret. ‘That the success of 
budsret supervisors mesns failure of factory suvervisors 
ts a matter dependin, on the individual. It mieht be 


assumed that the man who feols he has failed has really 
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riéd to do a rood job. At any rate, most seople want 
to feel they are successful, Factory "supervisors are 
partially evaluated by budret records,” and he feels 

hat he must meet the goals of the suuget. iv this 
process, the svwpervisor is trring to live within his 
budget, becomes concerned sore and more with his own 
small sphere and his considerations are used in comps,ison 
"scai:nst” other areas of work. As a practical matter, 
the supervisor shoulé plen his work to fit in with the 
whole plant-widce operation. ‘The complete organization 
should consist of harmontous parts, but "budret records, 
as administered, foster e narrow viewpoint on the part 
of the user." 

The study concluded that the solution of the 
“problem would reqiire such further research, and suc-ested 
that ways be investiratied that would rermit supervisory 
participation in the prupsration and would encourace 
@cceptance of tne vbudseting principle, 

The forepoin- mace reference mainly to factory 
procedure, and undoubtedly covered production tuccets, 
The same ideas, however, wculd arply to eny budceet which 
affected more than just a few peo;yle. One of the most 
Important things havins to do with an overhe:d bucret is 
.to convince the individuals who work under it that it is 
a guide and a goal based on sound estimates and sound 


reasoning. It follows that if those individuals were "in" 
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ning and estimatine, they would be in a 


coupled with the recornition extended Ly virtue of sitting 





of having to Live with their handiwork, This 


in on the original proccedings should tend to make the 
Vudret a suceessful instruvent. 

People who arc interested in their work quite 
naturally resent intrusion by "outsiders" wio they f sl 
"g@on't know what they're talking about.” ‘The Lud-et man 


y= - ry fe 9 
Bhoulc vet to be an “ingider” with the users. 
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VII. APPLICATION PO THE NAVY 


Overhead expenses in the Department of the 





Navy will fall into each one of the various caterories, 
and any principles used in business can be applied with 
equal effect. Other than the principle of exnense control, 
the budget is the meens whereby the Navy sets its operating 
funds--through Conrressional Appropriations, 

The Navy has nany industrial establishnents-~the 
navy shipyards anc ordnance plants are sone exarpies 
whieh are subject to incustrial cost accountinys and 
amenable to budcetary control. ‘The establishment of the 
Navy Industrial fund in such establisiments will make 
necessary more use of tudretary control. 

the costs of maintainine the Wavy Supply Svstem 
parallel the costs of commercial distribution in manv 
respects, The principle difference being that the object 
of the former is to supply the fleet, and the object of 
the latter is to make sales, but in either event the object 
is to have material at the right place when needed. One 
mipnt mention the absence of advertisinp--but wat is the 
Catalogue of Navy Material? 
Administrative exzrenses will apply to the bureaus 
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visions at shipyards, and so forth. Even though 
, themselves are not applicable to the Navy, 
@ reasoninre s!}ould be anvlied, if for no other reason 


to indicate the wise use of the various funds, 
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